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To our shareholders 


1972 has been an eventful year for Tonecraft Limited: Since April 1st we have set up 
nine associate dealer stores and four or five more are scheduled for 1973 in 
accordance with the plan announced in our last Annual Report. This makes a 
substantial change in the structure of your company and merits some 

detailed explanation. 

Up until now all our stores have been company-owned and operated. It has been 
our practice to deal directly with the public, on a retail basis. Under the new plan 
we have converted some existing outlets to associate dealerships which means they 
will be owned by individuals on a franchise basis, in close association with 
Tonecraft Limited. Each store must conform to the “Color Your World” marketing 
image and work within a set of agreements established by us. Tonecraft will generally 
retain ownership of all land, buildings and fixtures and each store operator 
will pay rent for these facilities. 

The plan will have interesting ramifications for your company. For example, it will 
directly affect dollar volume of our sales. As we convert to associate dealerships our 
sales volume in terms of dollars will drop because we no longer sell directly 
to the public, but to dealers, at a discount. However, overall profit will increase with the 
new distribution system which requires each store operator to finance his own 
inventory and receivables. To illustrate the point, company sales show an 
8.8% increase this year, but overall profit has increased by 17.4% after taxes, and our 
profit picture is the essential end result. It will continue to improve as the associate 
dealer programme spreads and our participation is established in each one 
of the outlets. In short, if we did not have our dealer programme the sales volume 
would be much higher because we would be selling everything directly. But under the 


new system, profits will increase because we participate in retail marketing dollars, 
with improved business efficiency. Since April the sales results of our nine dealer stores 
have been most promising thanks to a successful combination of top quality 
products, central supply and marketing expertise and supreme effort on behalf of our 
new associates at the retail level. 

Activity in the establishment of company-owned stores gave way to the associate 
dealership programme during 1972. We only opened one new outlet at 
Windsor, Ontario, during the year; a substantial decline from activity in past years. 
However, this allowed us to concentrate our efforts on successful introduction of the 
new plan. With both systems in full swing we will probably open more new stores 
in 1973 than ever before. We have plans for eight of them at the present time; 
Brampton, Thunder Bay, Belleville, Kelowna, Victoria, Winnipeg, Calgary, and an 
exciting move into the Quebec market with a new store in Montreal. 
The move to Quebec will put ‘“Color Your World” stores into six Provinces. 

Itis worth noting, at this point, that all our automated factory equipment is performing 
with great efficiency exactly as we planned. It means that we will have the capacity 
to handle every, expanded production requirement for years to come, 
without any additional manufacturing staff. 

Speaking of future plans, we will be moving heavily into the marketing of wallpaper 
within the next short while. During the first six months of 1973 we will establish 
a new wallpaper merchandising system in about half of our retail stores. This is a 
completely new marketing method which does away with old fashioned 
books of samples. Instead, wallpaper will be displayed on a series of wall plates where 
it belongs and can be easily seen. We will be purchasing our wallpaper inventory 
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directly from the manufacturers and stocking it on a larger scale than 

ever before. In this way we will see significant profit increases in each store. 

During recent years the wallpaper market has experienced a great resurgence of 
popularity. Not only has consumption increased but the public is purchasing higher 
quality, more expensive paper and we want the consumer to regard our 

stores as the place to buy wallpaper, just as they presently think of us for paint. 

We have added two exciting new products during the year. First our velvet finishes 
in either latex or alkyd. It is a new paint for people who hate shine and love washability. 
Our Research and Development Department announced the addition of this 
product to our line in September, 1972. It has become a popular item ever since. 

More recently we released a revolutionary new “‘Color Your World”’ stain which seals 
out water and seals in the natural beauty of wood. It is a remarkable advance in 
wood stain technology, developed in our own Research laboratories. 

The stain breathes, allowing trapped dampness to escape from within a wall thus 
preventing cracks and blisters, yet it is so resistant to outer-surface moisture 

that water actually beads and rolls off. The stain comes in Solid Hide, which highlights 
the texture of wood and Semi-Transparent which allows the natural grain to show 
through. There is nothing manufactured for the Canadian market which 

resembles this new product. 

To keep up with both industry and corporate trends it has been our policy to 
commission an annual market research study. We consider this study in making 
company decisions and use it as a guideline for policy and development. Last year the 
report was most interesting. Audited results of the questionnaire show that our 
advanced Marketing Programmes and high product quality has changed our image 


from that of a discount store to one of a quality supplier. One year ago the 

majority of people said they came to our stores because we sold brand name paint at 
a low price. Now the survey proves that they buy our product because we sell 

high quality paint at a good price. 

The Research Programme carried out in Toronto to reflect national opinion, asked 
people ‘If you were going to buy paint, where would you buy it?’’. The number one 
answer, far ahead of any other product, was ‘Color Your World’’. We also found that 
81% of the people coming to our stores had been there before; this is just what 
we need for a good, solid business base. In 1969 only 64% was repeat business. 

Naturally, the important aspect of all these trends and figures is how they affect 
our business each year. For 1972 company sales were $12,364,000, an increase of 
8.8%. Profits gave a net income after taxes of $660,000 or 17.4% increase. 

As we enter our Fiscal Year 1973, we have a complete programme of expansion well 
underway, an excellent line of products to offer and a sense of dedication and 
optimism which should result in one of the most successful years in 
your company’s history. 


bP Peyre ——e fh fpingice 


B. F. Strongman, Director D. R. Strongman, Director 


Tonecraft Limited 
and Subsidiary Companies 


Thousands of dollars 


Financial Highlights 1972 1971 1970 1969 1968 1967 
Sales $12,364 $11,391 $10,317 $9,513 $7,495 $6,267 
Net earnings before taxes 1,286 1,122 892 1,056 889 744 
Net earings afier taxes 660 562 429 503 435 365 
Eamings per common share* 0.47 0.40 0.31 0.37 0.35 0.30 
Dividends per common share* 0.08 0.067 0.067 0.067 0.067 0.067 
Working capital 1,671 1,587 1192 1,555 698 1,200 
Depreciation 395 317 226 110 72 57 
Toial asseis 9.615 9,292 8,364 6,828 4,932 3,039 
Shareholders equity 4,557 4,001** 4,208 3,453 2,743 2,095 
Number of common shares outstanding, year end 1,415,200 471,731 466,004 446,264 412,814 399,114 


** After intangible asset write-off (See Consolidated Statement of Retained Earnings) 
*Adjusied to show comparison per share after 3 for 1 stoc! 


Tonecraft Limited 


Incorporated under the laws of Ontario 


and Subsidiary Companies 


Consolidated Statement of Earnings 


Year ended December 31, 1972 (with comparative figures for 1971) 


Thousands of dollars 


1972 1971 
Sales $12,364 $11,391 
Cost of goods sold 7,332 6,540 
Gross profit 5,032 4,851 
Operating expenses other than interest on non-current liabilities 3,533 3,540 
Interest on non-current liabilities 213 189 
3,746 3,729 
Income before income taxes 1,286 Wile 
Income taxes current 632 490 
deferred (6) 70 
Net income for the year 660 562 
Earnings per common share (dollars) (note 8) 466 397 
Consolidated Statement of Retained Earnings 
Year ended December 31, 1972 (with comparative figures for 1971) 
Balance at beginning of year PWOS 2,932 
Net income for the year 660 562 
3,385 3,494 
Deduct 
Dividends preference shares — 2 
common shares 104 93 
104 95 
Intangible Assets Written Off 
Excess of cost of shares over 
book value at dates of acquiring 
shares of subsidiaries — 532 
Goodwill => 142 
—— 674 
Balance at end of year $3,281 $2,725 


Consolidated Statement of Financial Position pvecember 31, 1972 (Note 1) 


(with comparative figures at December 31, 1971) 


Thousands of dollars 


1972 1971 
Current assets Cash $ 9 $ 8655 
Accounts receivable 1,374 1,266 
Inventories (note 2) 2,683 2,682 
Prepaid expenses 102 52 
Total current assets 4,168 4,055 
Current liabilities Bank advances, against which book debts have been pledged 940 1,258 
Accounts payable and accrued liabilities 1,059 932 
Income taxes payable 155 31 
Principal due within one year on non-current liabilities 343 259 
Total current liabilities 2,497 2,474 
Working capital (net current assets) onal 1,581 
Other assets Land, buildings and equipment at cost (note 3) 6,703 6,193 
Less accumulated depreciation 1,341 1,043 
5,362 ea hol 0} 
Deferred expenses less amortization (note 4) 85 87 
Excess of assets over current liabilities Te Wilts} 6,818 
Non-current liabilities Term bank loans (note 5) 1,213 1,393 
Mortgages payable (note 6) 1,473 1,415 
Other loans payable 108 145 
2,794 2,953 
Less principal included in current liabilities 343 253 
2,451 2,700 
Deferred income taxes (note 7) 110 yA 
2,561 2,817 
Excess of assets over liabilities 4557 4,001 
Shareholders’ equity Capital stock (note 8) 
Authorized: 
1,615,588 common shares without par value 
Issued: 
1,415,200 common shares 1,276 1,276 
Retained earnings 3,281 PAA ESS 
~ 4,557 $ 4,001 


ean . 
The attached notes form an integral part of these statements. MEP Forge J) fC dLiterg wax 


Approved by the Board B. F. Strongman, Director D. R. Strongman, Director 


Tonecraft Limited 
and Subsidiary Companies 


Consolidated Statement of Source and Application of Funds 


Year ended December 31, 1972 (with comparative figures for 1971) 


Thousands of dollars 


1972 1971 

Source of funds Operations: 
Net income for the year $ 660 $ 562 

Add items not involving a current outlay of funds: 

Depreciation and amortization 395 317 
Deferred income taxes (6) 70 
Loss on disposal of fixed assets 1 4 
1,050 953 
Mortgage proceeds 175 31 
Term bank loans as 743 
Other loans — 145 
Sale of fixed assets 163 7 
1,388 1,889 
Application of funds Fixed asset additions 703 1,138 
Deferred expenses 67 63 
Dividends 104 95 
Decrease in non-current portion of liabilities 424 204 
1,298 1,500 
Working capital Increase in working capital 90 389 
Beginning of year 1,581 1,192 


End of year $1,671 $1,581 


Notes to the Consolidated Financial Statements 


Year ended December 31, 1972 


1. Basis of consolidation 


The consolidated financial statements include the accounts 
of the wholly owned subsidiaries, Geo. C. Henderson Limited 
and Tonecraft (B.C.) Limited Thousands of dollars 


1972 1971 


2. Inventories 


Raw materials, colorants and resale merchandise are valued at lower of cost and 
replacement cost. Tonecraft products are valued at lower of cost and net realizable value. 


Raw materials. 386 340 

Colorants 58 49 

Tonecraft products 1,429 1,334 

Resale merchandise 810 958 

$2,683 $2,681 

3. Fixed assets 1972 1971 
Accumulated 

Cost Depreciation Net Net 

Land eee Preee 1,884 

Buildings 2,665 354 e811 2,366 

Machinery & Equipment 1,556 834 722 808 

Other 260 153 107 92 

$6,703 iP OAal 5,362 SlisO 


Depreciation is calculated on a diminishing balance basis at normal maximum rates allowed by the 
Income Tax Act. 


4. Deferred expenses 


Deferred expenses include the pre-opening expenses of new Stores, the costs related to the 
extension of the ‘‘Color Your World’ marketing concept, and the costs of establishing 
Associate Dealerships. These expenses are being amortized monthly over varying periods not 
to exceed twenty-four months. 


5. Term bank loans 


The term bank loans are demand loans, repayable on specific terms up to 1978. 
Instalments due within each of the next five years are: 


1973 $185,809 
1974 288,266 
1975 315,893 
1976 318,700 


Wr 104,106 


Tonecraft Limited 
and Subsidiary Companies 


Notes to the Consolidated Financial Statement (continued) 


Year ended December 31, 1972 


6. Mortgages payable 


Balance at end of year. 


Thousands of dollars 
al 


1972 

Maturity Rate of 
Date Interest 
1973 9% to 10% WH 81 
1974 fi tOnlOveo 658 569 
1975 SmetonlOo 320 328 
1976 8% 8 9 
1978 8Y%4 % 139 143 
1983 8% 28 30 
1987 7% to 8% 158 168 
1990 - 10% 85 87 

$1,473 $1,415 

Principal payments due within each of the next 5 years 

1973 $119,426 

1974 669,241 

1975 319,632 

1976 20,004 

1977 19,897 

7. Income taxes The company reflects in earnings income taxes currently payable and income taxes deferred by 
claiming deferred expenses and capital cost allowances for tax purposes in amounts 
differing from amortization and depreciation recorded in the accounts. 

8. Capital stock On September 13, 1972 supplementary letters patent were obtained confirming a by-law 
subdividing the common shares without par value on a 3 for 1 basis. As a result the number of 
authorized common shares was increased from 538,530 to 1,615,588 and the number 
of issued common shares was increased from 471,731 to 1,415,200. 

9. Other Statutory Information Depreciation 326 289 
Amortization 69 28 
Remuneration of directors and senior officers 172 158 


Auditors’ Report 


To the 
Shareholders of 
Tonecraft Limited 


We have examined the consolidated statement 
of financial position of Tonecraft Limited and 
subsidiary companies as at December 31, 1972 
and the consolidated statements of earnings, 
retained earnings and source and application of 
funds for the year then ended. Our examination 
included a general review of the accounting 
procedures and such tests of accounting 
records and other supporting evidence as we 


Thorne, Gunn & Co. 
Chartered Accountants 


Toronto, Canada, January 30, 1973 


considered necessary in the circumstances. 

In our opinion these consolidated financial 
statements present fairly the financial position 
of the companies as at December 31, 1972 and 
the results of their operations and the source 
and application of their funds for the year then 
ended, in accordance with generally accepted 
accounting principles applied on a basis 
consistent with that cf the preceding year. 


Tonecraft Limited 
and Subsidiary Companies 


Directors 
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TONECRAFT LIMITED ae 


1972 Half-Yearly Report 


Your Directors have declared a dividend for the quarter ended 
June 30th, 1972, of 6 cents per share on the Capital Stock of the 
Company, payable August 15th, 1972, to shareholders of record 
August 1st, 1972. This is an increase of 1 cent per share from the 
previous quarterly dividend. 

The encouraging improvement in sales for the last half of 
1971 has continued through the first half of 1972, which showed a 
sales gain of $812,109 or 15.4% over the same period in 1971. Net 
earnings, after income taxes for 1972 were $379,709 compared with 
$303,707 for 1971, an increase of $76,002 or 25.0%. Earnings per 
share (based on 471,731 shares in 1972) are 80.5 cents compared 
with 65.2 cents (based on 466,004 shares in 1971). 

It is gratifying that increased sales volume has complemented 
the improved profitability now showing from our modernized plant 
facilities, which are sufficient to support our continued expansion. 


Aloe 


Your Directors are confident that these first-half results 
indicate a favourable third quarter. 

Your Directors are also recommending a split of the capital 
stock of the Company, being 3 shares for each share held. You 
will be receiving notice of a Special General Meeting to this effect 
in the near future. 


August 1, 1972. 
Dividend No.28 


B.F. Strongman 
Secretary-Treasurer. 
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TONECRAFT LIMITED 
AND SUBSIDIARY COMPANIES 


Consolidated Statement of Profit and Loss 


FOR THE SIX MONTHS ENDED JUNE 30, 1972 
(With Comparative Figures for 1971) 


1972 1971 

Sales ($6,071,775 (65,259,666) 
Cost of Goods Sold OdO. (On 2,531,865 
Gross Profit 3,001,648 2,727,801 
Operating Expenses PAA OPS Cyne: 1,885,399 
Profit from Operations 978,325 842,402 
Provision for Depreciation 553200 141,888 
Remuneration of Directors 

and Senior Officers 63,626 67,792 
Net Operating Profit 759,418 GS2n02e 
Provision for Taxes 379,709 329,015 
Net Profit for Period (379,768) 03,7077) 
No. Shares Outstanding aN Wale. 466 004 


Earnings per Share 80.5¢ (65.2¢ ) 


Note: The 1972 figures are unaudited and subject to year-end adjustments. 
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TONECRAFT LIMITED 
AND SUBSIDIARY COMPANIES 


Statement of Source and Application of Funds 


SIX MONTHS ENDED JUNE 30, 1972 
(With Comparative Figures for 1971) 


SOURCEIORONDS: 1972 1971 
Operations: 
Net Income for Period $ 379,709 OS esl” 


Add items not involving a 
Current Outlay of Funds: 


Depreciation & Amortization 155;284 141,888 
Loss on Sale of Fixed Assets 1,128 
534,990 446,722 
Long Term Loans 575,870 
Mortgage Proceeds 30,437 
Reduction of Other Assets BS US 15,649 
Sale of Fixed Assets 152,311 WO, Ue 
713,076 1,084,791 
APPLICATION OF FUNDS: ‘eae ees. 
Fixed Asset Additions 270,794 553,694 
Payment of Dividends 48 ,856 OA 
Mortgage Payments 93,813 19,507 
Other Loan Payments 30,879 
Deferred Expenses OFZa6 13,114 
449 ,558 633,889 
Increase in Working Capital 263,518 450,902 
Working Capital January 1 1,580,594 el O2alon 


1,643,053 


1,844,112 
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